


































































































































































































































































































































HOUSE RESEARCH [ Short Subjects 
Joel Michael 

Two special state 
taxes apply to 
alcoholic beverages: 
excise taxes and a 
gross receipts tax 

Excise tax rates are 
set as a dollar 
amount per volume 
of the beverage 

Few exemptions 
apply 

Updated: December 2014 

Alcoholic Beverage Taxes 

Minnesota imposes two types of special taxes on alcoholic beverages: 

• Special excise taxes are imposed on manufacturers or wholesalers of 
these products. These taxes ·are a fixed dollar amount per unit (per barrel 
or liter). The tax rates vary by beverage type. See the table below for 
tax rates. 

• A special gross receipts tax of 2.5 percent applies to retailers making 
both on-sale (to be consumed in bars or restaurants) and off-sale (in 
liquor stores or by other sellers) sales. The tax is imposed on the retail 
price (receipts). 

Manufacturers of beer and wholesalers of distilled spirits and wines pay the 
special excise taxes. If the beer manufacturer doesn't pay, the wholesaler or 
importer is liable for the tax. The table shows the rates for the most common 
beverage categories. Higher rates apply to wines with alcoholic contents that 
exceed 21 percent and 24 
percent, but little or none of 
these products are sold. A 
special "bottle tax" of one cent 
per bottle also applies to each 
wine and liquor bottle that is 200 
milliliters or larger. 

Because the excise taxes are 
fixed dollar amounts, they don't 
vary by the price of the product. 

Beverage Type 

Beer< 3.2% alcohol 
Beer > 3 .2% alcohol 
Cider < 7% alcohol 
Low-alcohol dairy cocktails 
Wine< 14% alcohol 
Wine> 14% alcohol 
Sparkling wine 
Distilled spirits 

Excise Tax per 
Gallon Liter 
$.08 NA 

.15 NA 

.15 NA 

.08 $.02 

.30 .08 

.95 .25 
1.82 .48 
5.03 1.33 

Higher priced products pay the same tax as lower priced products. Moreover, 
revenues grow only as more liters or barrels of the products are sold; revenues 
don't increase with inflation (price increases). For revenues to keep pace with 
inflation, the legislature must adjust the tax rates periodically. It has done this 
only sporadically (most recently in 1987). In inflation-adjusted terms, the excise 
tax rates in 2014 are less than half the amounts that they were in 1987. 

The law exempts the following from the excise tax: 
• Sacramental wine 
• Products sold to food processors and pharmaceutical companies 
• The first 25,000 barrels of beer produced by a brewery with annual 

production of less than 250,000 barrels (A barrel is 31 gallons.) 



Revenues go to the 
general fund 

Minnesota tax 
compared with 
other states 

Tax relative to 
alcohol content 
varies 

Tax is regressive 

Revenues from both the excise taxes and 
the gross receipts tax go to the general 
fund. Fiscal year 2014 revenues from the 
excise taxes were about $85 million and 
from the gross receipts tax, $80 million. 
Thus, the gross receipts tax raises about 
49 percent of alcohol tax revenues. The 
table to the right shows the collections by 
beverage type for the excise tax and for 
the additional gross receipts tax. The 
excise tax revenue from liquor reflects 
the higher rates imposed on these 
products, rather than their share of the 
market (measured by dollars spent). The 

Beverage Type FY2014 % of 
Revenues Total 

(000) 
Beer< 3.2% $234 0.14% 
Beer> 3.2% 14,892 9.03% 
Cider 258 0.16% 
Wine< 14% 4,562 2.77% 
Wine> 14% 595 0.36% 
Sparkling Wine 1,127 0.68% 
Distilled Spirits 62,992 38.19% 
Excise tax total 84,661 51.32% 
2.5% gross 

receipts tax 80,305 48.68% 
Total $164,966 
Source: MN Department of Revenue 

sales tax imposes a much higher tax burden on wine and beer than the excise tax 
does. 

Minnesota's wine and beer excise taxes are average or below average compared 
with most other states. Minnesota's tax 
on distilled spirits (liquor) is among the 
higher taxes for states with excise taxes. 
A number of states (including Iowa) 
have state liquor monopolies and a 
portion of the price markup is a de facto 
tax; it is difficult to compare the tax 
burden with these states. The table 
compares Minnesota's tax rates with its 
bordering states. However, only North 
Dakota imposes a gross receipts tax (at a 

Excise Tax Rates (per gallon) 
Bordering States 
Strong Table Liquor 

Beer Wine 
IA $.19 $1.75 NA 
MN .15 .30 $5.03 
ND .16 .50 2.50 
SD .27 .93 3.93 
WI .06 .25 3.25 
Source: Federation of Tax Administrators 

2 percent rate) similar to Minnesota's. Thus, the total Minnesota alcohol tax 
burden is higher than suggested by simply comparing excise tax burdens. 

The excise taxes are imposed on the volume of the beverage, not its alcoholic 
content. (The federal tax on distilled spirits, by contrast, is imposed explicitly 
on alcoholic content.) Since alcoholic content varies significantly within 
beverage type, it is difficult to generalize about the tax on alcohol content. But 
when looking at averages for beverage types, it is apparent that alcohol in beer 
and wine is· lightly taxed compared with liquor. The excise tax per an ounce of 
alcohol in a typical liquor is about nine cents, while it is between two and three 
cents for wine and beer. 

The alcohol taxes are regressive; they constitute a higher share of income for 
lower income families and individuals, on average. The Department of 
Revenue's Tax Incidence Study indicates they are less regressive than the 
tobacco taxes but more regressive than the general sales tax. 

For more information: Contact legislative analyst Joel Michael at joel.michael@house.mn. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, legal, 
and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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The Minnesota and Federal 
Dependent Care Tax Credits: An Overview 

What are the 
credits? 

Are the credits 
refundable? 

Who is eligible for 
the credits? 

What are qualifying 
expenses? 

How are the credits 
calculated? 

The Minnesota and federal dependent care credits partially offset the cost of child 
care for certain workers. The maximum Minnesota credit is $720 for one child and 
$1,440 for two or more children. The maximum federal credit is $1,050 for one 
child and $2, 100 for two or more children. 

The Minnesota credit is fully refundable. If an individual qualifies for a credit that 
is greater than his or her tax liability, the excess is paid as a refund. The federal 
credit is not refundable and may only be used to offset federal income tax liability. 

Anyone who incurs expenses related to the care of a dependent and related 
household expenses may be eligible to claim the credits. The claimant must: 

• maintain a household that includes the dependent; 
• pay for care for a dependent under age 13, or a disabled spouse or adult 

dependent; and 
• pay for care in order to work or look for work. 

Qualifying expenses are amounts paid for the care of a dependent under age 13, or 
a disabled spouse or adult dependent, but do not include amounts paid to the 
claimant's spouse or another dependent. 

Qualifying expenses may not exceed the claimant's earned income (for married 
couples filing joint returns, expenses may not exceed the earned income of the 
lesser earning spouse). Maximum allowable qualifying expenses are reduced by 
amounts paid through dependent care pre-tax accounts. 

The federal credit equals 3 5 percent of up to $3, 000 of qualifying expenses for one 
child ($6,000 of qualifying expenses for two or more children). The maximum 
federal credit is $1,050 for one child and $2, 100 for two or more children. The 
federal credit percentage rate begins to phase down when income exceeds $15,000, 
with the credit percentage decreasing as income increases. Claimants with 
incomes over $43,000 qualify for the minimum federal credit rate of 20 percent of 
qualifying expenses, or up to $600 for one child and $1,200 for two or more 
children. For example, a claimant with $50,000 of income and $1,000 of expenses 
will qualify for a credit of $200 (20 percent of $1,000). 

The state credit equals the lesser of the federal credit, or $720 for one child 
($1,440 for two or more children). The state credit is calculated by reference to the 
federal credit for which the claimant is eligible, not the amount the claimant could 
have used to offset federal liability. 

The state credit is subject to an income phaseout. (By contrast, the federal credit 
rate phases down to a minimum percentage but is never totally phased out.) In tax 
year 2015, the state phaseout begins when income exceeds $25,750, and the state 



How do filers claim 
the credits? 

How many 
Minnesotans claim 
the credits? 

How much is paid 
out in credits? 

How does 
Minnesota compare 
with other states? 

How is Minnesota 
affected by the 
ATRA changes to 
the federal credit? 

credit is fully phased out when income exceeds $39,400. The income threshold for 
the phaseout is adjusted each year for inflation. 

Filers claim the credits when they file their federal and state income tax returns, by 
completing a separate schedule-Form 2441 for the federal credit and schedule 
Ml CD for the state credit. 

In tax year 2012, 148,780 Minnesotans claimed the federal dependent care credit 
and 35,742 claimed the state credit. These claims represent 5.7 percent of all 
federal returns filed by Minnesotans and 1.3 percent of all state returns filed. 

Because the federal credit is nonrefundable and can only be used to offset tax 
liability, most of the federal credits are claimed by middle- and upper-income filers 
who have income over $43,000 and qualify for the minimum credit amount. 

Because the state credit is refundable and subject to an income-based phaseout 
(from $24,300 to $37,950 in tax year 2012, the year of the data), most of the state 
credits are claimed by low-income filers. 

In tax year 2012, Minnesotans claimed $70.0 million of federal dependent care 
credits. The average federal dependent care credit was $4 71. 

In tax year 2012, Minnesotans claimed $14. 6 million of state dependent care 
credits. The average state dependent care credit was $407. 

Nationwide, 4.3 percent of all income tax returns claimed the federal dependent 
care credit, compared to 5.7 percent in Minnesota. Nebraska had the highest 
percentage of returns claiming the federal credit at 6.3 percent, and West Virginia 
had the lowest at 2.3 percent. 

The average federal dependent care credit in 2012 was $539 nationwide and $471 
in Minnesota. New York had the highest average credit at $595, and Wisconsin 
had the lowest at $459. Minnesota's average credit amount may be lower than the 
national averages because state residents have above-average incomes, or because 
Minnesotans are more likely to receive child care assistance or use pre-tax 
dependent care accounts, reducing the amount of qualifying expenses. 

In the 2014 session, Minnesota enacted legislation to conform the state credit 
calculation phaseout to the larger federal credit allowed under the American 
Taxpayers Relief Act of 2012 (ATRA), beginning in tax year 2014. For tax year 
2013, Minnesota claimants were required to determine their state credit by 
reference to the smaller federal credit that would have been in effect had A TRA 
not been enacted. Beginning in tax year 2014, Minnesota claimants will determine 
their state credit by reference to the current federal credit. 

For more information: Contact legislative analyst Nina Manzi at 651-296-5204. Also see the House 
Research information brief The Minnesota and Federal Dependent Care Tax Credits, February 2014. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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The Federal Earned Income Tax Credit and 
Minnesota Working Family Credit: An Overview 

What are the 
credits? 

Who is eligible for 
the credits? 

How are the 
credits calculated? 

How do filers 
claim the credits? 

How many 
Minnesotans claim 
the credits? 

The federal earned income tax credit (EITC) and Minnesota working family credit 
(WFC) equal a percentage of the earnings of low-income ·individuals. The credits 
are refundable; ifthe credit exceeds a filer's tax liability, the rest is paid as a refund. 
Since these credits increase their recipients' earnings, they act as wage supplements 
and are thought to provide a work incentive. 

Anyone with wages or self-employment income may be eligible to claim the EITC 
and the WFC. In tax year 2015, individuals with more than $3,400 in interest 
income, dividends, rental and royalty income, and capital gain income do not 
qualify. 

The credits equal a percentage of earned income, up to a maximum credit amount, 
and are phased out when the claimant's total income exceeds a threshold. The 
maximum credit amounts and income levels at which the credits are phased out vary 
depending on the number of children in the household and whether the claimants are 
married. Both the maximum credit and the phaseout threshold are adjusted annually 
for inflation. In tax year 2015, the maximum credits, phaseout threshold, and 
income level at which the credits are no longer allowed are as follows: 

Income at which 
Phaseout credit fully 

Maximum credit threshold phased out 
EITC WFC EITC WFC EITC WFC 

Unmarried claimants 
No children $503 $132 $8,240 $8,260 $14,820 $14,821 
1 child $3,359 $1,057 $18,110 $21,520 $39,131 $39,071 
2 children . $5,548 $2,038 $18,110 $25,530 $44,454 $44,368 
3 or more children $6,242 $2,038 $18,110 $25,530 $47,747 $44,368 
Married claimants 
No children $503 $132 $13,760 $13,780 $20,340 $20,341 
1 child $3,359 $1,057 $23,630 $27,040 $44,651 $44,591 
2 children $5,548 $2,038 $23,630 $31,050 $49,974 $49,888 
3 or more children $6,242 $2,038 $23,630 $31,050 $53,267 $49,888 

Filers claim the credits when they file their federal and state income tax returns, by 
completing a schedule or worksheet. 

In tax year 2012, 354,700 Minnesota returns claimed the EITC and 324,686 claimed 
the WFC. These claims represent 13.5 percent of all federal returns filed by 
Minnesotans and 12.0 percent of all state returns filed by Minnesota residents. The 
number of EITC claims exceeds the number of WFC claims mostly because in 
2012, the higher EITC rate for families with three or more children resulted in the 
EITC for large families extending to higher incomes than did the WFC, which did 



How much is paid 
out in credits? 

How are the 
credits distributed 
among different 
types of families? 

How are the 
credits distributed 
geographically? 

How does 
Minnesota 
compare with 
other states? 

not have a higher rate for families with three or more children. 

In tax year 2012, Minnesotans claimed $718 million in EITC, of which $82 million 
offset tax liability, and the remaining $636 million was paid as a refund. The 
average EITC claimed by Minnesotans was $2,025. 

Minnesota returns claimed an additional $196 million in WFC, of which $3 5 million 
offset tax liability, and the remaining $161 million was paid as a refund. The 
average WFC was $605. 

Seventy-two percent of all working family credits went to families with one or more 
children. These families received about 97 percent of the total amount of credits 
paid in 2012. Individuals without children filed 28.4 percent ofreturns claiming 
credits, but received only 2.9 percent of the total amount of credits. Claimants with 
children received most of the total amount of credits because these families qualify 
for a higher maximum credit than do claimants without children. The distribution of 
earned income tax credits is similar. 

Number of WFC Claimants Dollars of WFC 

2 or more children 64.7% 

1 child 

No children 2.9% 

In 2012 about half of the returns claiming credits were in the Twin Cities 
metropolitan area and half in Greater Minnesota; 18 percent of returns in Beltrami 
and Wadena counties claimed credits, compared with only 7 percent in Carver 
County. The highest average credit went to Watonwan County claimants, at $686, 
and the lowest to Blue Earth County claimants, at $529. 

Nationwide, 19.2 percent of all income tax returns claimed the EITC, compared to 
13.5 percent in Minnesota. The average EITC nationwide in 2012 was $2,311; it 
was $2,025 in Minnesota. Minnesota's number ofrecipients and credit amounts are 
lower than the national averages because state residents have above-average 
mcomes. 

Twenty-four other states and the District of Columbia provide a state version of the 
EITC. In most cases the state credit equals a percentage of the federal EITC. 

For more information: Contact legislative analyst Nina Manzi at 651-296-5204. Also see the House 
Research information brief The Federal Earned Income Tax Credit and the Minnesota Working Family 
Credit, March 2013. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 ·1 www.house.mn/hrd/ 
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Regulation of Electronic Cigarettes 

The Minnesota Clean Indoor Act (MCIAA) prohibits smoking in nearly all indoor areas. The 2014 
Legislature expanded portions of MCIAA by implementing regulations on electronic cigarettes (Laws 2014, 
ch. 291). These provisions took effect on July 1, 2014. 

What is an Under Minnesota Statutes, section 609.685, subdivision 1, paragraph (c), an 
electronic cigarette? "electronic delivery device" (referred to as an electronic cigarette) is defined as 

any product containing or delivering nicotine, lobelia, or other substance intended 
for human consumption that is used to simulate smoking through inhalation of 
vapor. This includes all of the components of the product, even if they are sold 
separately, but does not include products approved by the Food and Drug 
Administration as tobacco-cessation products, tobacco-dependence products, or 
other medical purposes, which are marketed and sold for that purpose. 

Where is use of 
electronic cigarettes 
prohibited? 

Can local 
jurisdictions or 
businesses adopt 
more restrictive 
ordinances? 

The definition of "to,bacco-related products" was also expanded to include devices 
intended to be used in ingest the vapor of tobacco or tobacco products. 

The MCIAA (Minn. Stat. §§ 144.411 to 144.417), in conjunction with the Freedom 
to Breathe Act of 2007, prohibited smoking of tobacco products in public places 
and places of employment. Use of electronic cigarettes is prohibited only in the 
following locations: 

• Day care centers 
• Health care facilities 
• Any building owned or operated by the state, home rule charter or statutory 

city, county, township, school district, or other political subdivision 
• Buildings owned by Minnesota State Colleges and Universities and the 

University of Minnesota 
• Facilities licensed by the Department of Human Services 
• Facilities licensed by the Department of Health, but only if that facility is 

also subject to federal licensing requirements 
• Public schools 

Minnesota Statutes, section 144.414, subdivision 5, paragraph (b), specifically 
allows political subdivisions and businesses to adopt more restrictive prohibitions 
on the use of electronic cigarettes. 



Are electronic 
cigarettes licensed 
the same as tobacco 
products? 

What are the 
packaging 
requirements for 
electronic 
cigarettes? 

How are sales of 
electronic cigarettes 
regulated? 

Under Minnesota Statutes, section 461.12, the sale of electronic cigarettes is 
subject to the same municipal licensing provisions as other tobacco products. The 
law also extends a municipality's ability to conduct compliance checks to places 
where electronic cigarettes are sold. Electronic cigarettes are prohibited both from 
being accessible to the public without the intervention of a store employee and 
from being sold in vending machines in the same way as tobacco products. 

Starting January 1, 2015, liquids sold as part of the use of an electronic cigarette, 
regardless of whether it contains nicotine, must be packaged in child-resistant 
packaging. Child-resistant packaging is defined under the Code of Federal 
Regulations, title 16, section 1700.20, effective on January 1, 2015. 

Under Minnesota Statutes, section 461.21, electronic cigarettes are prohibited from 
being sold from a kiosk, which is defined as a moveable place of business where 
the physical location is not permanent. The prohibition on kiosk sales is effective 
January 1, 2015, for contracts in effect as of May 1, 2014, and is effective August 
1, 2014, for a contract entered into after May 1, 2014. 

The penalties for sale of electronic cigarettes to persons under the age of 18 and 
use of electronic cigarettes by persons under.the age of 18 are the same as for sales 
and use of tobacco products, and the same exceptions apply under Minnesota 
Statutes, section 609.685. 

For more information: Contact legislative analyst Jamie Olson at 651-296-5043. Also see the House 
Research publications Freedom to Breathe Act of 2007, June 2013, and Minnesota Clean Indoor Air Act, 
July 2007. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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Compensation Limits for Local Government Employees 

What is the 
compensation limit 
for local government 
employees? 

What is included in 
"compensation"? 

The statute contains 
a process and criteria 
for granting 
exemptions 

State law limits the compensation for an employee of a political subdivision to no 
more than $165,003 for 2015, unless a waiver of the limit applies to the position. 
See Minnesota Statutes, section 43A.17, subdivision 9, and the Minnesota 
Management and Budget (MMB) website at http://mn.gov/mmb/employee
relations/ compensation/laws/local _gov I comp-limits/. 

The compensation limit for local government employees applies to employees of 
statutory and home rule charter cities, counties, towns, metropolitan and regional 
agencies, and other political subdivisions. The compensation limit does not apply 
to school districts, hospitals, clinics, or health maintenance organizations owned 
by a governmental unit, or to medical doctors and doctors of osteopathy. 

The statute specifies what is considered compensation for purposes of the limit. 
For political subdivision employees, compensation includes certain benefits as 
well as salary. The statute determines what is included and excluded for purposes 
of the compensation limit. 

Included 
• All deferred compensation 
• All direct and indirect items of compensation that are not specifically 

excluded by the statute (e.g., cash allowance for personal use of a car is 
included) 

Excluded 
• Benefits that are provided for the majority of all other full-time 

employees of the political subdivision, vacation and sick leave, health and 
dental insurance, disability insurance, term life insurance, and pension 
benefits 

• Dues paid to civic, professional, educational, or governmental 
organizations 

• Reimbursement for actual expenses that are directly related to the job 

The Commissioner of Management and Budget may increase the compensation 
limit for a position that the commissioner determines requires special expertise 
necessitating a higher salary to attract or retain a qualified person. In making this 
determination, the commissioner must consider salary rates paid to other people 
with similar responsibilities in the state· and nation. Before granting an exception 
to the salary limit, the commissioner also must seek the advice of the Legislative 
Coordinating Commission. 



The legislature has 
been addressing the 
issue of political 
subdivision salary 
caps since 19 77 

The local government 
limits do not apply to 
state employees 

Any increase must also be adjusted annually by any increase in the Consumer 
Price Index (CPI) from the prior year. Minn. Stat.§ 43A.17, subds. 3 and 9. 
According to MMB, as of January 1, 2015, a local government may increase by 
1. 7 percent the compensation of an employee with an existing waiver for 
compensation that exceeds the current limit. If the existing approved waiver 
amount is below the current limit, the local government may increase an 
employee's compensation to the limit without a waiver. 

In 1977, the legislature provided that no political subdivision employee could be 
paid more than the Commissioner of Finance. The 1980 Legislature repealed the 
political subdivision salary cap. In 1983, the legislature enacted something 
similar to the current cap-compensation for local government employees was 
limited to 95 percent of the governor's salary. There have been various 
refinements to the law since 1983. Most significantly, in 1993 the legislature 
clarified what types of compensation are to be included when comparing a 
political subdivision employee's compensation to the governor's salary. In 2005, 
the legislature debated repealing the cap altogether but decided to increase the 
cap to 110 percent of the governor's 2005 salary, with an annual adjustment for 
inflation using the CPI for all urban consumers in the prior year. The reference to 
110 percent of the governor's salary is still in law, but is not currently relevant 
because the inflationary increases prescribed by law have made the current limit 
of $165,003, much higher than 110 percent of the governor's salary. (In 2015, 
110 percent of the governor's salary is $136,303.) 

The statute limiting political subdivision salaries does not cover state employees. 
State law assigns executive branch agency heads to two salary ranges, which are 
capped at 133 percent and 120 percent of the governor's salary. Minn. Stat. § 
15A.0815, subds. 2 and 3. (These limits are adjusted annually for inflation.) Until 
2013, the salary of employees of executive branch agencies was limited to the 
salary of the agency head, but this limit was repealed in 2013. Salaries for these 
employees are set by collective bargaining agreements or compensation plans 
that are approved by the legislature. 

For more information: Contact legislative analysts Deborah Dyson at deborah.dyson@house.mn or Mark 
Shepard at mark.shepard@house.mn. Also see the House Research publications State Agency Head 
Salaries, July 2014, and State Elected Officials' Compensation, July 2014. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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The current 
formula was 
enacted in 2013 

Virtually all of the 
LGA appropriation 
is distributed via the 
formula 

There are three 
need formulas for 
cities-based on a 
city's size 

A city's aid changes 
based on 
differences between 
its unmet need and 
its previous aid 

Annual aid 
fluctuations will be 
minimized 

Updated: December 2014 

The City LGA Program 

The city local government aid (LGA) program has existed since 1972; however, 
the formula for aid distribution has changed over time. The current formula for the 
program was enacted in 2013. The new formula addresses a number of criticisms 
of the previous formula, such as complexity, volatility, and amount of aid 
distributed "off-formula." The formula calculates increases and decreases in each 
city's aid based on the gap between its "unmet need" and its current aid level. 
Cities with large gaps will get larger aid increases, and cities whose aid is more 
than their current "unmet need" will gradually lose aid over time. 

The city LGA appropriation is $507.6 million for aids payable in 2014, $516.9 
million for aids payable in 2015, and $519.4 million for aids payable in 2016 and 
thereafter. In 2014 all but $1.31 million is distributed via the formula. Beginning 
with aids payable in 2015, only $310,000 is distributed as nonformula aid. Prior to 
the change, $24 million was distributed to various cities outside of the formula. 

The measure of a city's "need" depends on its population: 
• For small cities (population less than 2,500): need per capita is based solely 

on the city's population 
• For medium-size cities (population between 2,500 and 10,000): need per 

capita is based on (1) percent of housing built before 1940, (2) household size, 
and (3) population decline from a city's peak population in the last 40 years 

• For large cities (population over 10,000): need per capita is determined by 
(1) jobs per capita, (2) age of housing stock (both housing built before 1940 
and housing built between 1940 and 1970), and (3) a sparsity adjustment for 
cities with a population less than 150 per square mile 

Each city's unmet need is equal to the difference between (1) its need per capita 
multiplied by its population, and (2) its equalized net tax capacity multiplied by the 
average tax rate for all cities in the previous year. If the city's "unmet need" is 
greater than the amount of aid it received in the previous year, its aid will increase. 
The increase equals a percentage of the gap between the city's unmet need and its 
previous aid amount. The percentage is the same for all cities. For aid payable in 
2014, this percentage is 19.5. 

If a city's aid in the previous year is greater than its unmet need, its aid will 
decrease; either to the unmet need amount or by the maximum allowed annual 
decrease (see next page). 

A city whose current aid is far below its "unmet need" measure will see larger 
dollar increases than a city whose aid is close to its "unmet need." Over time all 
cities will gradually move toward receiving aid equal to their unmet need amount. 
Because aid is based on each city's need rather than on changes in need for all 
cities, payments to individual cities will be more stable. 



Funding level 

Nonformula aid 

"Formula need"1 

"Unmet need" 

Formula aid 

Final aid 

Limits on annual 
decreases 

Characteristics of the Current LGA Program 

$516.9 million in Payable 2015, $519.4 million thereafter 

• Warroad - $150,000/year for five years 
• Red Wing - $1,000,000 for 2014 only 
• Mahnomen - $160,000/year permanently 

For cities with a population of less than 2,500: 
Need per capita= $410 + .0367 x 

(city population - 100) up to a maximum of $630 

For cities with a population of at least 2,500 but less than 10,000: 
Need per capita= 1.15 x 

{$572.62 + (5.026 x percent of housing built before 1940)-
(53.768 x average household size)+ (14.022 x population decline from the 
city's peak census population)} 

For cities with a population of 10,000 or more: 
Need per ·capita= 1.15 x 

{307.664 + (4.59 x percent of housing built before 1940) 
(0.622 x percent of housing built between 1940 and 1970) + 
+ (169.415 xjobs per capita in city) 
+ (100 ifthe city population density is less than 150 person/sq. mile)} 

= ("Formula need" x population) - (city net tax capacity x average city tax rate) 

For cities whose unmet need is less than its previous year aid: 
Formula aid ="Unmet Need" 

For cities whose unmet need is greater than its previous year aid: 
Formula aid= last year's formula aid + X% of the difference between its "unmet 
need" and its aid in the previous year 

=Formula aid+ nonformula aid; subject to the maximum annual decrease 

No city's aid can decrease from the previous year's amount by more than an amount 
equal to the lesser of: 

• $10 multiplied by the city population; or 
• 5% of the city's levy in the previous year 

1 To avoid sudden changes in city formula need measures, a city with a population between 2,500 and 3,000 or between 10,000 
and 10,500, has a formula need based partially on the formula for its current size and partially on the formula for the cities of the 
next smaller size. 
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